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Construction Contractors Industry 
Developments—1996/97
Industry and Economic Developments
Over the past several years, the construction industry has experi­
enced increased levels of growth — thus reversing the steep declines of 
the early 1990s that resulted from speculative building during the pre­
vious decade. This trend toward steady, moderate growth appears to 
be continuing in the current year as evidenced by the industry's profit­
able first half.
Residential building, led by single-family home construction, has 
had the most significant impact on the industry's continued resur­
gence. The level of activity in new home construction, as monitored by 
the United States Department of Commerce, increased by 1.3 percent 
during the month of June. This increase in housing starts represents a 
seasonally adjusted annual rate of 1.48 million — its highest level since 
April 1994.
The housing sector of the construction industry is considered to be 
highly sensitive to interest rate changes. Housing starts typically in­
crease when interest rates decline, and decrease when interest rates 
rise. But while this year's increase in housing starts is consistent with 
strong employment and other positive economic conditions, it also 
seems to be running counter to the current trend in interest rates. The 
yield on thirty-year United States Treasury bonds, which is considered 
a long-term interest rate benchmark, rose to over 7 percent at midyear, 
after ending 1995 at about 6 percent. This increase had driven up 
thirty-year mortgage rates from a low of 6.94 percent in February to 8.4 
percent by July. Nevertheless, housing starts and new home sales have 
increased steadily this year. Industry observers suggest that these 
higher interest rates did not immediately affect demand because home 
buyers had the option to secure more affordable financing by obtaining 
adjustable-rate mortgages. Interest rates on these mortgages, which are 
tied to short-term market rates, have risen far less this year than those 
on fixed-rate mortgages. Additionally, although the rate increases 
priced some buyers out of the market, they may also have prompted a 
surge of purchases by previously hesitant buyers seeking to avoid fur­
ther increases. However, industry economists believe that the effect of 
rising interest rates will ultimately depress the housing market, and 
therefore are predicting a slowdown in growth for housing starts in the
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second half of 1996. They also believe that the following factors rein­
force the notion that home sales and new construction have hit their 
peak:
• Applications for building permits for single-fam ily homes 
dropped 1.2 percent in June.
• Although mortgage applications in the second quarter matched first 
quarter volume, both were well below 1995 fourth-quarter activity.
• The recent growth in housing construction is likely to be viewed 
by the Federal Reserve Board as a reason to raise interest rates.
• A slowdown in the overall economy is expected for the second half 
of 1996.
Current favorable economic conditions along with the prospect of a 
second-half slowdown have implications for audit risk that auditors 
may wish to consider. The following are examples -
• Auditors should be alert to the potential for management to use 
overly optimistic assumptions when developing estimates under 
favorable economic conditions. Also, in the event of a change in 
economic conditions during the second half, such assumptions, 
unless revised, may result in material misstatements.
• Auditors should note that business decisions (such as, undertak­
ing new construction projects) made by construction contractors 
during periods of economic growth may not have an immediate 
positive impact on the contractor's results of operations due to the 
length of the start-up period and the contract term. As a result, 
such projects cannot always be expected to improve short-term 
results. Auditors may wish to consider this fact when developing 
independent expectations relating to client estimates or when ap­
plying analytical procedures to evaluate the reasonableness of fi­
nancial statement assertions.
• Even under favorable economic conditions, a high level of inher­
ent risk is associated with management's judgments underlying 
estimates of, for example, progress toward completion of con­
struction contracts. Such estimates in turn affect the determination 
of revenues, cost of revenues, accounts receivable, unbilled receiv­
ables, retentions receivable, and inventory. See the "Auditing Esti­
mates" section of this Audit Risk Alert for further discussion of 
this issue.
• A change in economic conditions in the later half of 1996 may af­
fect a large number of construction contractors' business decisions. 
For example, contractors may enter into high-risk contracts with 
uncreditworthy customers in the hope of maintaining the results
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achieved earlier in the year. In this circumstance, the auditor's as­
sessment of the proper valuation of receivables from such custom­
ers may take on increased importance. Auditors may wish to 
consider applying such procedures as reviewing subsequent cash 
receipts, assessing customer financial viability and past payment 
performance, and evaluating the adequacy of allowances for 
doubtful accounts.
Apartment construction should continue its pattern of growth from 
the previous year. Construction is expected to begin on 290,000 apart­
ments in 1996, up from 274,000 units started in 1995.1 This segment of 
the industry is typically volatile, though less sensitive than other forms 
of housing to interest-rate fluctuations. Evidence of this volatility can 
be seen in the 20 percent decrease in apartment construction for the 
month of June — after a 6 percent gain in May. Despite this isolated 
drop, construction of new apartments is expected to increase overall by 
10 percent this year.
Nonresidential construction tends to follow business cycles rather 
than other economic trends. In addition, unlike housing, which is a 
leading economic indicator, nonresidential construction generally lags 
behind the economy by about a year. Growth in this segment has re­
mained relatively flat through the first half of 1996 and no significant 
change is expected for the remainder of the year. Within the nonresi­
dential segment:
• Retail construction is closely tied to the consumer sector and 
therefore tends to mirror housing and employment trends. How­
ever, construction growth in this sector is expected to decline to 
perhaps as much as 10 percent less than last year's growth, given 
numerous consolidations and bankruptcies in the retail industry, 
along with expectations of lower retail sales revenues in the sec­
ond half.2 Growth from the aggressive expansion of some major 
retail chains will be largely offset by the contraction of smaller 
retailers.
• Office construction is expected to do well this year due in large 
part to the growth of companies in the high-technology sector.3 As 
a result, office vacancy rates are expected to continue their decline 
throughout many parts of the country. The strength of the office
1 By comparison, the number of apartment units started in 1985 was 670,000, 
so although the trend is upward, the increase does not compare favorably with 
past performance.
2 See the Audit Risk Alert, Retail Industry Developments -1996/97.
3 See the Audit Risk Alert, High-Technology Industry Developments -1996/97.
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market can be seen not only in the "build-to-suit" projects cur­
rently under way, but also in the rise of speculative office building 
construction where work begins with as little as 50 percent of the 
project preleased. Many expect this segment of the industry to per­
form better this year than it has in over a decade. Some markets 
however, such as the business districts of Los Angeles and down­
town Dallas, will continue to struggle due to overcapacity. And all 
markets are likely to face competitive threats from improved and 
less expensive telecommunication capabilities which will, for 
some, obviate the need to maintain a business district location.
Nonbuilding construction, which includes public works and utili­
ties, rose slightly by midyear but only modest growth is anticipated for 
the remainder of the year. This category of construction generally con­
sists of long-term, publicly financed projects that are typically less sen­
sitive to economic conditions than other segments of the industry.
Regional variations in the performance of construction industry seg­
ments may differ significantly from national trends. See exhibit 1, "Re­
gional Analysis of Conditions in the Construction Industry."
Audit Issues and Developments
Impairment of Long-lived Assets
In March 1995, the Financial Accounting Standards Board (FASB) 
issued Statement of Financial Accounting Standards No. 121, Account­
ing for the Impairment o f Long-Lived Assets and for Long-Lived Assets to Be 
Disposed Of (FASB, Current Text, vol. 1, sec. I08), which requires that 
long-lived assets and certain identifiable intangibles and goodwill re­
lated to those assets to be held and used by an entity, be reviewed for 
impairment whenever events or changes in circumstances indicate that 
the carrying amount of an asset may not be recoverable. The Statement 
also requires that long-lived assets and certain identifiable intangibles 
to be disposed of be reported at the lower of carrying amount or fair 
value less costs to sell, except for assets covered by Accounting Princi­
ples Board (APB) Opinion No. 30, Reporting the Results o f Operations 
Reporting the Effects o f Disposal o f a Segment o f a Business, and Extraordi­
nary, Unusual and Infrequently Occurring Events and Transactions (FASB, 
Current Text, vol. 1, sec. I13). Assets covered by APB Opinion No. 30 
will continue to be reported at the lower of the carrying amount or the 
net realizable value. The Statement is effective for financial statements 
for fiscal years beginning after December 15 , 1995. Accordingly, this is 
the first year that auditors will evaluate management's implementa­
tion of the Statement.
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FASB Statement No. 121 is likely to have a significant impact on 
many construction contractors, given the inherently capital-intensive 
nature of the industry. Auditors may face issues relating to the recov­
erability of the carrying amount of certain long-lived assets if, as ex­
pected, a general economic slowdown occurs in the latter part of 1996. 
In evaluating a construction contractor's implementation of FASB 
Statement No. 121, major issues to be considered by auditors include 
the following:
• The appropriate classification o f long-lived assets as either those being 
held and used or those to be disposed o f  Auditors should obtain an 
understanding of the policies and procedures used by the contrac­
tor to classify long-lived assets pursuant to FASB Statement No. 
121, as well as evaluating whether those classifications are proper.
• The identification o f events or circumstances indicating that the carrying 
amounts o f assets to be held and used may not be recoverable. Auditors 
should obtain an understanding of the policies and procedures 
used by the contractor to identify such events and circumstances. 
Examples of such events and circumstances could include the fol­
lowing:
— A dramatic change in the manner in which an asset is used
— A reduction in the extent to which an asset is used
— Forecasts showing lack of long-term profitability
— A change in the law or business environment
— A substantial drop in the market value of an asset
• The assumptions used in the underlying calculation o f estimated future 
cash flows when testing for asset impairment used in management's im­
pairment test, and assumptions used in estimating the fair value o f assets 
for which an impairment loss is to be recognized. A contractor's esti­
mate of future cash flows from asset use and the fair value of assets 
used in calculating impairment losses should be evaluated pursu­
ant to the guidelines set forth in Statement of Auditing Standards 
(SAS) No. 57, Auditing Accounting Estimates (AICPA, Professional 
Standards, vol. 1, AU sec. 342). Procedures to be employed should 
include one or a combination of the following: (1) reviewing and 
testing the process used by management to develop the estimates, 
(2) developing an independent expectation to corroborate the rea­
sonableness of the estimates, (3) reviewing subsequent events or 
transactions occurring before the completion of fieldwork.
• The recording o f assets to be disposed o f at the lower o f carrying amount 
or fair value less costs to sell. Auditors should verify that the con­
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tractor has appropriately classified and valued long-lived assets to 
be disposed of.
• The disclosure requirements o f FASB Statement No. 121. Auditors 
should verify that all disclosure requirements of FASB Statement 
No. 121 have been included in the contractor's financial state­
ments.
Auditing Estimates
Given the unique nature of a construction contractor's business and 
the extensive use of estimates, audits of construction contractors can be 
relatively complex. Estimates relating to future events affect the deter­
mination of contract costs, revenues, gross profits, and percentage of 
completion. A high level of audit risk associated with a contractor's 
estimates is likely, given the current economic environment. For exam­
ple, estimates based on assumptions developed during the first half of 
the year may no longer be valid if a second-half economic slowdown 
occurs. In such circumstances, auditors should consider whether the 
contractor has made appropriate revisions.
Proper implementation of the percentage-of-completion method (see 
the "Revenue Recognition" section of this Audit Risk Alert) requires 
that contractors have the ability to make reasonable, dependable esti­
mates. Although the development of estimates is generally considered 
to be a normal and essential part of a contractor's business, auditors 
should, nevertheless, give careful consideration to whether the con­
tractor is capable of making sufficiently dependable estimates.
Auditors should consider the effect of current industry and eco­
nomic conditions along with expected future trends on management's 
estimation process. The following are examples -
• With slower growth forecast for the housing sector, there is in­
creased risk that some construction contractors may be inclined to 
offset lower revenue growth by underestimating costs to com­
plete.
• Based on expectations of continued low inflation, management 
may underestimate future price escalations.
• Estimates of future financing costs may be understated by using 
current interest rates rather than projected rates, which are likely 
to be higher.
Auditors should carefully review contractors' estimated costs to 
complete to determine whether it is probable that losses may be in­
curred on contracts. When evaluating the propriety of estimated costs,
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auditors should review representations of management and obtain ex­
planations of apparent disparities between estimates and past per­
formance on contracts, experience on other contracts, and information 
gained in other areas of the audit. Auditors should also consider inter­
nal control relating to the contractor's estimation process. There is usu­
ally a high degree of inherent risk associated with management 
judgments underlying estimates of progress towards completion as 
well as costs to complete. These estimates have a significant impact on 
the construction contractor's revenue recognition, accounts receivable, 
and inventory.
Given the significant effect of the estimating process on the profit or 
loss associated with each contract, auditors should carefully evaluate 
evidence supporting all material estimates. SAS No. 57, Auditing Ac­
counting Estimates, provides guidance to auditors on obtaining and 
evaluating sufficient competent evidential matter to support signifi­
cant accounting estimates in an audit. Auditors should note that while 
the nature of evidential matter supporting financial statement asser­
tions for most commercial enterprises is typically factual (shipping 
documents, suppliers invoices, etc.), evidential matter for a construc­
tion entity is generally more varied and its analysis requires greater 
auditor judgment. As such, evaluating estimates of progress toward 
completion, estimated gross profit, and their underlying methodolo­
gies is a significant area of audit risk. Additionally, when considering 
the reasonableness of management's estimates of project completion 
dates, auditors should be alert to the potential risks for not meeting 
scheduled deadlines (for example, cost overruns or litigation).
The pervasive impact of estimates used by construction contractors 
may also affect working capital, equity, and income statement ac­
counts. Plausible relationships between contract billings, contract costs 
incurred, and gross profit, may reasonably be expected to exist and 
continue in the absence of known conditions to the contrary. The detec­
tion of variations in such relationships may uncover the existence of 
unusual transactions or events, accounting changes, business changes, 
random fluctuations, or misstatements. Analytical procedures, which 
consist of evaluations of financial information made by a study of plau­
sible relationships among both financial and nonfinancial data, pro­
vide useful tools for this purpose. The application of such procedures 
can assist the auditor in developing independent expectations as to the 
estimates used by construction contractors. Auditors may wish to com­
pare client-generated information with industry statistics to assess the 
reasonableness of financial statement assertions. The "Information 
Sources" section of this Audit Risk Alert contains the names of several 
industry associations that may be helpful in obtaining such statistics. 
Authoritative guidance on the use of analytical procedures by auditors
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is set forth in SAS No. 56, Analytical Procedures (AICPA, Professional 
Standards, vol. 1, AU sec. 329), which requires the use of analytical 
procedures in the planning and overall review stages of all audits.
The technical complexities and subjectivity of estimates relating to 
future events or the unique nature of the contractor's work may neces­
sitate consideration of using the work of independent specialists, as 
discussed in SAS No. 73, Using the Work o f a Specialist (AICPA, Profes­
sional Standards, vol. 1, AU sec. 336). Expert opinions and analyses from 
engineers, architects, appraisers, or attorneys may serve as a basis to 
obtain sufficient competent evidential matter in performing substan­
tive tests to evaluate material financial statement assertions. A special­
ist may be engaged by management or the auditor to, for example, 
interpret complex contractual arrangements or evaluate a construction 
project's percentage of completion or estimates of costs to complete.
Auditors should also carefully consider the effects of post-balance- 
sheet events on both the estimation process and revenue recognition or 
loss accrual on construction contracts. Auditors of construction con­
tractors should refer to SAS No. 1, Codification o f Auditing Standards and 
Procedures - Subsequent Events (AICPA, Professional Standards, vol. 1, AU 
sec. 560). SAS No. 1 provides guidance on events or transactions that 
have a material effect on financial statements and that occur sub­
sequent to the balance-sheet date, but prior to the issuance of the finan­
cial statements and the auditor's report. Such events or transactions 
may require adjustment or disclosure in the financial statements.
Change Orders and Claims
Change orders are modifications of an original contract that effec­
tively alter the provisions of the contract without adding new provi­
sions. They may be initiated by either the contractor or the customer, 
and they may include changes in specifications or design, method or 
manner of performance, facilities, equipment, materials, site, and pe­
riod for completion of the work. Many change orders are unpriced; 
that is, the work to be performed is defined, but the adjustment to the 
contract price is to be negotiated later. For some change orders, both 
scope and price may be unapproved. In the current year, auditors are 
likely to see modifications to the contractual provisions of their client's 
construction projects in circumstances such as the following -
• In anticipations of a second-half economic slowdown in the hous­
ing industry, change orders might call for a reduction in the scope 
of a project in order to lower its overall cost.
• Change orders might expand existing construction plans due to 
the increased demand that may occur in the apartment sector
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given the growth rate of 10 percent that is expected for the current 
year.
In these circumstances, auditors should pay close attention to receiv­
ables arising from change orders. Auditors may wish to consider -
• Confirming the amounts of unapproved change orders with own­
ers.
• Obtaining written representations from management and/or the 
client's legal counsel regarding change orders.
• Evaluating control procedures in place relating to unapproved 
change orders.
• Assessing the quality and extent of documentary evidence sup­
porting the change order.
• Evaluating the impact of change orders on total contract revenue 
and costs calculated under the percentage of completion method.
• Assessing the propriety of underlying accumulated costs.
• Evaluating the existence and collectibility of revenues related to 
unapproved change orders.
Claims are amounts in excess of the agreed contract price (or 
amounts not included in the original contract price) that a contractor 
seeks to collect from customers or others. These amounts m ay be attrib­
utable to customer-caused delays, errors in specifications and designs, 
contract terminations, change orders in dispute or unapproved as to 
both scope and price, or other causes of unanticipated additional costs. 
Recognition of the amounts of additional contract revenue relating to 
claims is appropriate only if it is probable that the claim will result in 
additional contract revenue and if the amount can be reliably esti­
mated. Those two requirements are satisfied by the existence of all the 
following conditions:
1. The contract or other evidence provides a legal basis for the claim; 
or a legal opinion has been obtained, stating that under the cir­
cumstances there is a reasonable basis to support the claim.
2. Additional costs are caused by circumstances that were unfore­
seen at the contract date and are not the result of deficiencies in 
the contractor's performance.
3. Costs associated with the claim are identifiable or otherwise de­
terminable and are reasonable in view of the work performed.
4. The evidence supporting the claim is objective and verifiable, 
based on neither management's "feel" for the situation nor un­
supported representations.
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If the foregoing requirements are met, revenue from a claim should 
be recorded only to the extent that contract costs relating to the claim 
have been incurred. The amounts recorded, if material, should be dis­
closed in the notes to the financial statements. Costs attributable to 
claims should be treated as costs of contract performance as incurred. 
Auditors may wish to consider performing procedures similar to those 
cited previously for change orders.
Control Environment
Many construction contractors are small, family-owned businesses 
operating as sole proprietorships. Internal control in these entities 
often includes unique characteristics that may affect an auditor's as­
sessment of control risk. Characteristics that may increase control risk 
include the following:
• The entire accounting function of a small, closely-held construction 
contractor may be the responsibility of one or a few employees, 
with inadequate segregation of duties. Also, owners or managers 
often have the authority to override prescribed control activities.
• Owners and managers of construction entities frequently are en­
trepreneurs who may be more likely to give priority to the busi­
ness of building over accounting systems and related control 
activities. As a result, internal control, accounting, and financial 
reporting functions may receive less support and attention than 
might be warranted.
• Owners and managers of small construction entities may not be 
well versed in matters of accounting, finance, and administration.
• The limited resources of some smaller contractors may engender 
informal accounting systems with inadequate internal control.
If a construction contractor's internal control includes the preceding 
characteristics, control risk might be assessed as high. Auditors should 
adjust the scope of their audits accordingly and should document the 
understanding of the entity's internal control as required by SAS No. 
55, Consideration o f the Internal Control Structure in a Financial Statement 
Audit4 (AICPA, Professional Standards, vol. 1, AU sec. 319A). If that un- 4
4 SAS No. 78, Consideration of Internal Control in a Financial Statement Audit: An 
Amendment to SAS No. 55, revises the definition and description of internal control 
and makes conforming changes to relevant terminology. SAS No. 78 was issued in 
November 1995 and is effective for audits of financial statements for periods 
beginning on or after January 1, 1997. See the "New Pronouncements" section for 
further discussion of this matter.
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derstanding reveals that the oversight function is weak, there is in­
creased risk that material errors and irregularities will result in mis­
statements in the financial statements, and reportable conditions, as 
defined in SAS No. 60, Communication o f Internal Control Structure Re­
lated Matters Noted in an Audit (AICPA, Professional Standards, vol. 1, AU 
sec. 325), may exist.
When assessing control risk, auditors may wish to consider whether 
the contractor has established control procedures to provide reason­
able assurance of the following:
• Estimates of contract revenues and costs are updated periodically 
and reported to the appropriate levels of management.
• Revenue recognition is based on current estimates of progress in 
terms of cost incurred, physical completion of work, or another 
appropriate measure.
• Recorded contract revenues are periodically compared with con­
tract terms for compliance.
• Change order and claim revenues are recognized in conformity 
with generally accepted accounting principles (GAAP).
• Adjustments to previously recognized contract profits resulting 
from management decisions are thoroughly documented.
• Revenues recognized on all contracts during the period are recon­
ciled to the total revenues reflected in the financial statements.
• Management reporting of estimate updates provides sufficient in­
formation to allow for the determination of whether a contract loss 
reserve is required.
Job Site Visits
For certain audit engagements, job site visits to selected construction 
sites will enable auditors to understand the construction contractor's 
operations and to compare internal accounting information to events 
that occur at the job sites. For example, current favorable economic 
conditions may increase the risk that construction contractors will be 
overly optimistic in establishing estimates. Job site visits can assist the 
auditor in assessing the reasonableness of such estimates by compar­
ing their underlying principles with actual conditions at the construc­
tion site. Such visits provide valuable firsthand information about the 
physical status of construction projects and the existence of operational 
problems. Job site visits are also important when the auditor intends to 
assess control risk at the site as below the maximum or when the re­
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lated accounts cannot be substantiated by other procedures. Yet an­
other objective of an on-site visit is to obtain information and support­
ing documentation to evaluate the reasonableness of the progress of 
the project to date. The auditor may perform such procedures as the 
following:
• Identify uninstalled materials that should be excluded when 
measuring progress toward completion and noting physical secu­
rity over such materials.
• Discuss with job site personnel the status of labor hours incurred 
to date and estimates to complete, including an evaluation of those 
estimates by observing the physical progress of the project. If the 
project is complex, the auditor should consider engaging the serv­
ices of a specialist.
• Observe contractor-owned or rented material.
• Discuss with job site personnel issues that may affect the estimated 
total gross margin, such as problems encountered or operational 
inefficiencies.
Other Auditing Considerations
Retentions. Contracts are sometimes structured so that the client may 
be permitted to withhold payment of a portion of the total contract 
price pending the completion of the contract or the occurrence of some 
specified event. In certain instances, these amounts may be retained for 
extended periods of time. Thus, auditors will need to assess the ulti­
mate collectibility of such retentions. In doing so, auditors should un­
derstand the contractual provisions under which such amounts are 
withheld; the specified events or circumstances upon which these 
amounts are to be remitted; and the likelihood of such conditions being 
satisfied and the retentions being remitted.
Progress Payments. Certain fixed-price contracts may be financed by 
way of progress payments made by the customer over the term of the 
contract. In examining this area auditors may wish to consider the fol­
lowing procedures:
• Conduct a review of subsequent cash receipts.
• Analyze activity in the progress payments accounts such as pro­
gress billings and progress payments received.
• Analyze the underlying costs incurred by the contractor.
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New Pronouncements
Auditing Standards
SAS No. 75. In September 1995, the Auditing Standards Board 
(ASB) issued SAS No. 75, Engagements to Apply Agreed-Upon Procedures 
to Specified Elements, Accounts, or Items of a Financial Statement (AICPA, 
Professional Standards, vol. 1, AU sec. 622), which provides guidance to 
an accountant concerning performance and reporting in all engage­
ments to apply agreed-upon procedures to specified elements, 
accounts, or items of a financial statement, except in certain circum­
stances, as discussed in the SAS. The Statement is effective for reports 
on engagements to apply agreed-upon procedures dated after April 30, 
1996, with earlier application encouraged.
SAS No. 76. In September 1995, the ASB issued SAS No. 76, Amend­
ments to SAS No. 72, Letters for Underwriters and Certain Other Re­
questing Parties (AICPA, Professional Standards, vol. 1, AU sec. 634). 
The SAS provides reporting guidance and an example of a letter, actu­
ally a form of agreed-upon procedures report, that the accountant can 
provide in response to a request to provide a comfort letter in circum­
stances in which the party requesting the letter is not willing to provide 
the accountant with the representations required in paragraphs 6 and 
7 of SAS No. 72. The Statement is effective for letters issued pursuant to 
paragraph 9 of SAS No. 72 after April 3 0 , 1996.
SAS No. 77. In November 1995, the ASB issued SAS No. 77, Amend­
ments to SAS No. 22, Planning and Supervision, No. 59, The Auditor's 
Consideration of an Entity's Ability to Continue as a Going Concern, 
and No. 62, Special Reports (AICPA, Professional Standards, vol. 1, AU 
secs. 311, 341, and 623), which, among other things, clarifies that a 
written audit program should be prepared in every audit and pre­
cludes the use of conditional language in the auditor's explanatory 
paragraph to indicate that there is substantial doubt about the entity's 
ability to continue as a going concern. SAS No. 77 is effective for en­
gagements beginning after December 15 , 1995.
SAS No. 78. In December 1995, the ASB issued SAS No. 78, Consid­
eration o f Internal Control in a Financial Statement Audit: An Amendment to 
SAS No. 55 (AICPA, Professional Standards, vol. 1, AU sec. 319), which 
revises the definition and description of internal control contained in 
the Statements on Auditing Standards to recognize the definition and 
description contained in Internal Control—Integrated Framework (the 
COSO Report), published by the Committee of Sponsoring Organiza­
tions of the Treadway Commission. This Statement is effective for
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audits of financial statements for periods beginning on or after January 
1 ,  1997, with earlier application permitted.
SAS No. 79. In December 1995, the ASB issued SAS No. 79, Amend­
ment to Statement on Auditing Standards No. 58, Reports on Audited Fi­
nancial Statements (AICPA, Professional Standards, vol. 1, AU sec. 508), 
which eliminates the requirement that, when certain criteria are met, 
the auditor add an uncertainties explanatory paragraph to the audi­
tor's report. SAS No. 79 also clarifies and reorganizes the guidance in 
SAS No. 58 concerning emphasis paragraphs, matters involving uncer­
tainties, and disclaimers of opinion. This SAS does not affect SAS No. 
59 nor preclude the auditor from adding a paragraph to the auditor's 
report to emphasize a matter disclosed in the financial statements. This 
Statement is effective for reports issued or reissued on or after Febru­
ary 2 9 , 1996, with earlier application permitted.
A table outlining the significant provisions aspects of the newly is­
sued auditing standards is set forth in Exhibit 2, "Significant Provi­
sions of Newly Issued SASs" of this Audit Risk Alert.
Attestation Standards
SSAE No. 4. In September 1995, the ASB issued Statement on Stand­
ards for Attestation Engagements (SSAE) No. 4, Agreed-Upon Proce­
dures Engagements (AICPA, Professional Standards, vol. 1, AT sec. 600). 
SSAE No. 4 sets forth attestation standards and provides guidance on 
the performance and reporting in all agreed-upon procedures engage­
ments, except in certain circumstances, and is effective for reports on 
agreed-upon procedures engagements dated after April 30 , 1996. SSAE 
No. 4 generally should be used when applying agreed-upon proce­
dures to nonfinancial statement subject matter. In addition, SSAE No. 
4 requires a written assertion from management as a condition of en­
gagement performance.
SSAE No. 5. In November 1995, the ASB issued SSAE No. 5, Amend­
ment to Statement on Standards for Attestation Engagements No. 1, Attesta­
tion Standards (AICPA, Professional Standards, vol. 1, AT sec. 100). This 
amendment provides guidance on the quantity, type, and content of 
working papers for attestation engagements and is effective for en­
gagements beginning after December 15 , 1995.
SSAE No. 6. In December 1996, the ASB issued SSAE No. 6, Report­
ing on an Entity's Internal Control Over Financial Reporting: An Amend­
ment to Statement on Standards for Attestation Engagements No. 2 (AICPA, 
Professional Standards, vol. 1, AT sec. 400). This amendment conforms 
the description of elements of an entity's internal control to the compo­
nents of internal control contained in SAS No. 78 (see the discussion in
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the preceding section) and Internal Control—Integrated Framework. The 
amendment is effective for an examination of management's assertion 
when the assertion is as of or for the period ending December 15 , 1996, 
or thereafter. Early application of the provisions of this Statement is 
permitted.
Quality Control Standards. In May 1996, the ASB issued Statement 
on Quality Control Standards (SQCS) No. 2, System o f Quality Control 
for a CPA Firm's Accounting and Auditing Practice (AICPA, Professional 
Standards, QC sec. 20) and No. 3, Monitoring a CPA Firm's Accounting 
and Auditing Practice (AICPA, Professional Standards, QC sec. 30). SQCS 
No. 2 supersedes SQCS No. 1, System of Quality Control for a CPA Firm 
Interpretations o f  QC Section 10 (AICPA, Professional Standards, vol. 2, QC 
sec. 10 and 10-1). The provisions of these Statements are applicable to a 
CPA firm's system of quality control for its accounting and auditing 
practice as of January 1 ,  1997.
SQCS No. 2 redefines a firm's accounting and auditing practice to 
include all audit, attest, and accounting and review services for which 
professional standards have been established by the ASB or the Ac­
counting and Review Services Committee under Rules 201, General 
Standards, and 202, Compliance With Standards, of the AICPA Code o f 
Professional Conduct (AICPA, Professional Standards, vol. 2, ET secs. 201 
and 202). The definition of a firm's accounting and auditing practice 
has been revised to include engagements performed under SSAEs is­
sued by the ASB. These standards had not been issued when SQCS No. 
1 was promulgated. Also, the new standard replaces the nine specific 
elements discussed in SQCS No. 1 with the following five broad ele­
ments: (1) independence, integrity, and objectivity; (2) personnel man­
agement; (3) acceptance and continuance of clients and engagements; 
(4) engagement performance; and (5) monitoring. SQCS No. 3 provides 
guidance on how a firm can implement the new monitoring element of 
a quality control system in its accounting and auditing practice.
Ethics Ruling—Indemnification of a Client
Recently, the AICPA Professional Ethics Executive Committee is­
sued Ethics Ruling No. 102, Member's Indemnification o f a Client, as pub­
lished in the January 1996 Journal o f Accountancy (vol. 181, No. 1, Page 
110). This ruling states that auditors should not enter into agreements 
that would require them to indemnify their client for damages, losses, 
or costs arising from lawsuits, claims, or settlements that relate, di­
rectly or indirectly, to client acts, or their independence will be im­
paired. In assessing their independence, auditors of construction 
contractors should consider the implication of indemnification ar­
rangements requested by their clients, in light of this new ethics ruling.
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AICPA Exposure Drafts: Proposed SASs
Consideration o f Fraud in a Financial Statement Audit. In May 1996, 
the AICPA issued an exposure draft of a Proposed Statement on Audit­
ing Standards, Consideration o f Fraud in a Financial Statement Audit and 
Amendments to Statements on Auditing Standards No. 1, Codification of 
Auditing Standards and Procedures, and No. 47, Audit Risk and Materi­
ality in Conducting and Audit. The proposed statement would provide 
expanded operational guidance on the consideration of fraud in con­
ducting a financial statement audit. The proposed changes in auditing 
standards also clarify the auditor's current responsibility to plan and 
perform the audit to obtain reasonable assurance about whether the 
financial statements are free from material misstatement, whether 
caused by error or fraud. In addition, the proposed changes provide 
added guidance on the standard of due professional care in the per­
formance of work, including the need to exercise professional skepti­
cism, and the concept of reasonable assurance. In addition to amending 
SAS Nos. 1 and 47, the proposed statement would -
• Describe fraud and its characteristics.
• Require the auditor to specifically assess the risk of material mis­
statement due to fraud and provide categories of fraud risk factors 
that should be considered in the auditor's assessment.
• Provide guidance on how the auditor should respond to the re­
sults of the assessment.
• Provide guidance on the evaluation of audit test results as they 
relate to the risk of material misstatement due to fraud.
• Describe related documentation requirements.
• Provide guidance regarding the auditor's communication about 
fraud to management, the audit committee, and others.
Amendment to SAS No. 31, Evidential Matter. In May 1996,  the 
AICPA issued an exposure draft of a proposed SAS, Amendment to SAS 
No. 31, Evidential Matter. This proposed Statement would provide 
guidance for a practitioner who has been engaged to audit an entity's 
financial statements where significant information is transmitted, 
processed, maintained, or accessed electronically. The proposed State­
ment would include examples of evidential matter in electronic form 
and provide that an auditor should consider the time during which 
such evidential matter exists or is available in determining the nature, 
timing, and extent of substantive tests. In addition, the proposed State­
ment would indicate that an auditor may determine that, in certain 
engagement environments where evidential matter is in electronic
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form, it would not be practical or possible to reduce detection risk to an 
acceptable level by performing only substantive tests. The proposed 
Statement would provide that in such circumstances, an auditor 
should consider performing tests of controls to support an assessed 
level of control risk below the maximum for affected assertions.
Investments in Debt and Equity. In May 1996, the AICPA issued an 
exposure draft of a proposed SAS, Investments in Debt and Equity. This 
proposed Statement would revise the guidance on auditing invest­
ments to make that guidance consistent with recently issued account­
ing standards, particularly FASB Statement No. 115, Accounting for  
Certain Investments in Debt and Equity Securities.
Accounting Issues and Developments
Accounting for Transfers and Servicing of Financial Assets and 
Extinguishment of Liabilities
In June 1996, the FASB issued FASB Statement No. 125, Accounting 
for Transfers and Servicing o f Financial Assets and Extinguishment o f Liabili­
ties. This Statement provides accounting and reporting standards for 
transfers and servicing of financial assets and extinguishment of liabili­
ties. Those standards are based on consistent application of a financial- 
components approach that focuses on control. Under that approach, 
after a transfer of financial assets, an entity recognizes the financial and 
servicing assets it controls and the liabilities it has incurred, derecog­
nizes financial assets when control has been surrendered, and derecog­
nizes liabilities when extinguished. This Statement provides consistent 
standards for distinguishing transfers of financial assets that are sales 
from transfers that are secured borrowings.
A transfer of financial assets in which the transferor surrenders con­
trol over those assets is accounted for as a sale to the extent that consid­
eration other than beneficial interest in the transferred assets is 
received in exchange. The transferor has surrendered control over 
transferred assets if and only if all of the following conditions are met:
1. The transferred assets have been isolated from the transferor— 
put presumptively beyond the reach of the transferor and its 
creditors, even in bankruptcy or other receivership.
2. Either (a) each transferee obtains the right—free of conditions that 
constrain it from taking advantage of that right—to pledge or ex­
change the transferred assets or (b) the transferee is a qualifying 
special-purpose entity and the holders of beneficial interests in 
that entity have the right—free of conditions that constrain them
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from taking advantage of that right—to pledge or exchange those 
interests.
3. The transferor does not maintain effective control over the trans­
ferred assets through (a) an agreement that both entitles and obli­
gates the transferor to repurchase or redeem them before their 
maturity or (b) an agreement that entitles the transferor to repur­
chase or redeem transferred assets that are not readily obtainable.
FASB Statement No. 125 requires that liabilities and derivatives in­
curred or obtained by transferors as part of a transfer of financial assets 
be initially measured at fair value, if practicable. It also requires that 
servicing assets and other retained interest in transferred assets be 
measured by allocating the previous carrying amount between the as­
sets sold, if any, and retained interests, if any, based on their relative 
fair values at the date of the transfer.
FASB Statement No. 125 requires that servicing assets and liabilities 
be subsequently measured by (a) amortization in proportion to and 
over the period of estimated net servicing income or loss and (b) assess­
ment for asset impairment or increased obligation based on their fair 
values.
FASB Statement No. 125 requires that debtors reclassify financial 
assets pledged as collateral and that secured parties recognize those 
assets and their obligation to return them in certain circumstances in 
which the secured party has taken control of those assets.
FASB Statement No. 125 requires that a liability be derecognized if 
and only if either (a) the debtor pays the creditor and is relieved of its 
obligation for the liability or (b) the debtor is legally released from 
being the primary obligor under the liability either judicially or by the 
creditor. Therefore, a liability is not considered extinguished by an in­
substance defeasance.
FASB Statement No. 125 provides implementation guidance for as­
sessing isolation of transferred assets and for accounting for transfers 
of partial interest, servicing of financial assets, securitizations, transfers 
of sales-type and direct financial lease receivables, securities lending 
transactions, repurchase agreements including "dollars rolls," "wash 
sales," loan syndications and participations, risk participations in 
banker's acceptances, factoring arrangements, transfers of receivables 
with recourse, and extinguishment of liabilities.
FASB Statement No. 125 supersedes FASB Statements No. 76, Extin­
guishment o f Debt, and No. 77, Reporting by Transferors for Transfers o f 
Receivables with Recourse. This Statement amends FASB Statement No. 
115 to clarify that a debt security may not be classified as held-to-ma­
turity if it can be prepaid or otherwise settled in such a way that the 
holder of the security would not recover substantially all of its re­
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corded investment. This Statement amends and extends to all servicing 
assets and liabilities the accounting standards for mortgage servicing 
rights now in FASB Statement No. 65, Accounting for Certain Mortgage 
Banking Activities, and supersedes FASB Statement No. 122, Accounting 
for Mortgage Servicing Rights. This Statement also supersedes Technical 
Bulletins No. 84-4, In-Substance Defeasance o f Debt, No. 85-2, Accounting 
for Collateralized Mortgage Obligations (CMOs) and No. 87-3, Accounting 
for Mortgage Servicing Fees and Rights.
FASB Statement No. 125 is effective for transfers and servicing of 
financial assets and extinguishment of liabilities occurring after De­
cember 31, 1996, and is to be applied prospectively. Earlier or retroac­
tive application is not permitted.
Delayed Effective Dates —  Accounting Pronouncements
Disclosures about Fair Value o f Financial Instruments. FASB Statement 
No. 107, Disclosures about Fair Value o f Financial Instruments, issued in 
December 1991, was effective for financial statements issued for fiscal 
years ending after December 15, 1992. However, for entities with less 
than $150 million in total assets as of that date, the effective date was 
extended to fiscal years ending after December 15, 1995. In that a siz­
able portion of construction contractors may be smaller development- 
stage enterprises, financial statements for years ended during 1996 will 
be subject to the provisions contained therein. In such circumstances, 
auditors should consider whether management has made all disclo­
sures required by FASB Statement No. 107.
FASB Statement No. 107 requires disclosure of the fair value of finan­
cial instruments, both assets and liabilities recognized and not recog­
nized in the statement of financial position, for which it is practicable 
to estimate fair value. If estimating fair value is not practicable, the 
Statement requires the disclosure of descriptive information pertinent 
to estimating the value of a financial instrument. Certain financial in­
struments (for example, lease contract, deferred-compensation ar­
rangements, and insurance contracts) are excluded from the scope of 
the Statement.
Disclosures about Derivative Financial Instruments. FASB Statem ent 
No. 119, Disclosure about Derivative Financial Instruments and Fair Value 
o f Financial Instruments, issued in October 1994, was effective for finan­
cial statements issued for fiscal years ending after December 1 5 , 1994. 
However, for entities with less than $150 million in total assets as of 
that date, the effective date was extended to fiscal years ending after 
December 15 , 1995.
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FASB Statement No. 119 requires disclosures about derivative finan­
cial instruments, such as futures; forward, swap, and option contracts; 
and other financial instruments with similar characteristics. It also 
amends existing requirements of FASB Statement No. 105, Disclosure o f 
Information about Financial Instruments with Off-Balance-Sheet Risk and 
Financial Instruments with Concentrations o f Credit Risk to require disag­
gregation of information about financial instruments with off-balance- 
sheet risk of accounting loss by class, business activity, risk, or other 
category that is consistent with the entity's management of those in­
struments. The Statement also amends FASB Statement No. 107 to re­
quire that fair value information be presented without combining, 
aggregating, or netting the fair value of derivative financial instru­
ments with the fair value of nonderivative financial instruments and be 
presented together with the related carrying amounts in the body of 
the financial statements, a single footnote, or a summary table in a form 
that makes it clear whether the amounts represent assets or liabilities.
Auditors should consider whether the provisions of FASB Statement 
No. 119 apply to their construction contractor clients, and if so, evalu­
ate whether the client's financial statement disclosures are adequate 
and appropriate in view of the requirements set forth therein.
Revenue Recognition
Accounting Research Bulletin (ARB) No. 45, Long-Term Construction- 
Type Contracts (FASB, Current Text, vol. 2, sec. Co4), addresses the ac­
counting issues relevant to construction-type contracts for commercial 
organizations engaged in the contracting business. Under GAAP, there 
are two methods of recognizing revenues on construction contracts:
1. The percentage-of-completion method allows the contractor to 
recognize income over the term of the contract. Under this 
method, a contractor computes the extent of progress toward 
completion for each contract in progress at a given point in time. 
For example, if a contract is 75 percent complete on a particular 
date, the contractor will then recognize 75 percent of the contract's 
revenues, costs, and gross income.
2. The completed-contract method defers income recognition until a 
contract is substantially complete. Under this method, revenues, 
costs, and gross income are not recognized during the period of 
construction. Instead, recognition is deferred until the project's 
completion.
AICPA Statement of Position (SOP) 81-1, Accounting for Performance 
o f Construction-Type and Certain Production-Type Contracts, establishes a
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strong preference for the percentage-of-completion method, virtually 
requiring that it be used as the basic method of accounting by most 
construction contractors. The only time the completed-contract 
method should be used is when either of the following conditions ex­
ists:
1. The results do not vary materially from those achieved under the 
percentage-of-completion method.
2. With persuasive evidence, the contractor can overcome the basic 
presumption of having the ability to make reasonable dependable 
estimates.
Joint Ventures
Contractors faced with limited financial resources and lack of access 
to new markets commonly overcome these obstacles by forming joint 
ventures. By combining resources with other construction entities, a 
contractor may be able to bid on and complete larger, more complex 
construction projects as well as expand into other geographic locations.
Joint ventures may be formed to complete one specific project or 
create a permanent business relationship designed to pool resources 
and bid on all contracts of a specific type for an indefinite period of 
time. Joint ventures may take the form of a general partnership, limited 
partnership, or corporation.
There are several different methods of accounting for a construction 
contractor's interest in a joint venture (see SOP 78-9, Accounting for  
Investments in Real Estate Ventures). The more common methods are the 
cost method, the equity method, and consolidation. The method of 
accounting for investments in joint ventures is generally determined 
by the extent of control the construction contractor has over the joint 
venture's operations.
The FASB's Emerging Issues Task Force (EITF) has discussed several 
matters that may affect the appropriate accounting for investments in 
joint ventures. Those matters include the following:
• EITF Issue No. 95-6, Accounting by a Real Estate Investment Trust for  
an Investment in a Service Corporation sets forth criteria for deter­
mining whether significant influence exists. Although the criteria 
were developed specifically for real estate investment trusts and 
service corporations, they may be useful in making that determi­
nation for other entities as well.
• EITF Issue No. 94-1, Accounting for Tax Benefits Resulting from In­
vestments in Affordable Housing Projects describes the Task Force's 
consensus position about how an entity that invests in a qualified
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affordable housing project through a limited partnership should 
account for its investment.
• Appendix D-46, Accounting for Limited Partnership Investments de­
scribes the discussion of the Securities and Exchange Commission 
(SEC) staff's position that investments in all limited partnerships 
should be accounted for pursuant to paragraph 8 of SOP 78-9. That 
guidance requires the use of the equity method unless the inves­
tor's interest "is so minor that the limited partner may have virtu­
ally no influence over partnership operating and financial 
policies."
Auditors should consider these developments as they evaluate the 
appropriateness of construction contractor's accounting for invest­
ments in joint ventures and similar entities.
In addition to evaluating the propriety of the contractor's method of 
accounting for an investment in joint ventures, the auditor should be 
aware that such arrangements may create relationships that meet the 
definition of related-parties as set forth in FASB Statement No. 57, Re­
lated Party Disclosures (FASB, Current Text, vol. 1, sec. R36). Auditors 
should consider the guidance contained in SAS No. 45, Omnibus State­
ment on Auditing Standards-1983 (AICPA, Professional Standards, vol. 1, 
AU sec. 334), which outlines procedures to identify related party rela­
tionships and transactions, and to assess the propriety of the required 
financial statement accounting and the adequacy of related disclosures.
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Exhibits
Exhibit 1 — Regional Analysis of Conditions in the 
Construction Industry5
Region Economic Conditions
New England • Solid gains in retail construction may slow 
as a result of bankruptcy filings by regional 
chains.
• Office and industrial construction lags the 
rest of the nation due to corporate 
downsizing and consolidations.
Middle Atlantic • Sharp declines in office construction are 
accompanied by excess office space.
• Retail construction is saturated despite the 
relocation to the region of several large 
warehouse retailers.
• Moderate growth is expected for industrial 
construction given declines in 
manufacturing.
South Atlantic • Nonresidential construction in the region's 
northern states is depressed due to 
corporate downsizing and slower 
population growth.
• Construction related to the 1996 Summer 
Olympics will boost growth in Atlanta and 
surrounding areas.
• Southern states in the region contain some 
of the strongest office markets.
• Retail construction is booming due to 
above-average employment growth.
• Industrial construction is thriving given 
that the Carolinas are a prime location for 
manufacturing.
(continued)
5 New England: CN, ME, MA, NH, RI, VT 
Middle Atlantic: NJ, NY, PA
South Atlantic: DE, FL, GA, MD, NC, SC, VA, DC, WV
East North Central: IL, IN, MI, OH, WI
East South Central: AL, KY, MI, TN
West North Central: IA, KS, MN, MS, NE, ND, SD
West South Central: AK, LA, OK, TX
Mountain: AZ, CO, ID, MO, NV, NM, UT, WY
Pacific: AL, CA, HA, OR, WA
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Region Economic Conditions
East North Central • Industrial construction will continue to 
prosper given the high concentration of 
manufacturing firms and national 
distribution.
• Office construction has seen scattered 
gains as vacancy rates continue to fall.
• Retail construction has grown in 
many areas led by expansion in the 
industrial sector.
East South Central • Industrial construction, which dominates 
this region is expected to continue growing 
due to the trend towards relocation to this 
region.
• Retail construction is benefitting from 
growing tourism and the Mississippi 
casino boom.
West North Central • The region's well-diversified economy is 
insulated from many cyclical variations. 
Accordingly, construction levels that have 
remained relatively constant over the past 
several years, should continue to do so.
West South Central • Retail construction has shown significant 
growth, driven by an expanding labor 
market.
• Gradual improvement in office construction 
is expected as the region rebounds from 
overbuilding.
• Industrial construction is benefitting from 
growth in the high-technology field.
Mountain • Commercial construction has grown 
significantly due to population increases.
• Apartment construction may slow in some 
sections due to previous overbuilding, but 
will increase in the western states.
• Retail construction is slowing as migration 
from more prosperous California decreases.
• Industrial construction is expanding due to 
the influx of high-technology companies.
Pacific • Excess office space in California will slow 
new office construction.
• Industrial construction in the Northwest is 
expected to increase.
• Retail construction is expected to 
strengthen along with the region's economy.
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Exhibit 2 — Significant Provisions of Newly Issued SASs
Pronouncement
Pronouncements
Affected Key Provisions
SAS No. 75, Engagements 
to Apply Agreed-Upon 
Procedures to Specified 
Elements, Accounts, or 
Items of a Financial 
Statement
SAS No. 35 Prohibits negative 
assurance.
Provides guidance 
concerning the conditions 
for performing 
agreed-upon procedures 
engagements; the nature, 
timing, and extent of the 
procedures; the 
responsibilities of 
practitioners and specified 
users; and reporting on 
agreed-upon procedures.
SAS No. 76, Amendments 
to SAS No. 72, Letters for 
Underwriters and Certain 
Other Requesting Parties
SAS No. 72 Specifies the form of 
letter to be provided by 
the accountant in 
circumstances in which a 
comfort letter is 
requested but the 
requesting party has not 
provided a 
representation letter.
SAS No. 77, Amendments 
to SAS No. 22, Planning 
and Supervision, No. 59, 
The Auditor's 
Consideration of an 
Entity's Ability to 
Continue as a Going 
Concern, and No. 62, 
Special Reports
SAS Nos. 22, 59, 
and 62
Clarifies that a written 
audit program should be 
prepared.
Precludes the use of 
conditional language in a 
going concern report.
SAS No. 78, Consideration 
of Internal Control in a 
Financial Statement 
Audit: An Amendment to 
SAS No. 55
SAS No. 55 Recognizes the COSO 
definition of internal 
control.
SAS No. 79, Amendment to 
Statement on Auditing 
Standards No. 58, Reports 
on Audited Financial 
Statements
SAS No. 58 Eliminates the 
requirement to add an 
uncertainties paragraph to 
the auditor's report (does 
not affect SAS No. 59).
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AICPA Audit and Accounting Literature
Audit and Accounting Guide
The AICPA Audit and Accounting Guide Construction Contractors is 
available through the AICPA loose-leaf subscription service. In the 
loose-leaf service, conforming changes (those necessitated by the issu­
ance of new authoritative pronouncements) and other minor changes 
that do not require due process are incorporated periodically. Paper­
back editions of the Guides as they appear in the service are printed 
annually.
Construction Contractors' Financial Reporting Checklist
The AICPA has published a revised version of Checklists Supplement 
and Illustrative Financial Statements for Construction Contractors as a tool 
for preparers and reviewers of financial statements of construction 
contractors.
Technical Practice Aids
Technical Practice Aids is an AICPA publication that, among other 
things, contains questions received by the AICPA Technical Informa­
tion Service on various subjects and the service's responses to those 
questions. Several sections of Technical Practice Aids contain questions 
and answers specifically pertaining to construction contractors. Techni­
cal Practice Aids is available both as a subscription service and in paper­
back form.
Information Sources
Further information on matters addressed in this Audit Risk Alert is 
available through various publications and services listed in the table 
entitled "Information Sources," of this document. Many non govern­
ment and some government publications and services involve a charge 
or membership requirement.
Fax services allow users to follow voice cues and request that se­
lected documents be sent by fax machine. Some fax services require the 
user to call from the handset of the fax machine, others allow users to 
call from any phone. Most fax services offer an index document, which 
lists titles and other information describing available documents.
Electronic bulletin board services allow users to read, copy, and ex­
change information electronically. Most are available using a modem 
and standard communications software. Some bulletin board services 
are also available using one or more Internet protocols.
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Recorded announcements allow users to listen to announcements 
about a variety of recent or scheduled actions or meetings.
All phone numbers listed are voice lines, unless otherwise desig­
nated as fax (f) or data (d) lines. Required modem speeds, expressed in 
bauds per second (bps), are listed data lines.
*  *  *  *
This Audit Risk Alert supersedes Construction Contractors Industry 
Developments 1995/96.
*  *  *  *
Practitioners should also be aware of the economic, industry, regula­
tory, and professional developments described in Audit Risk Alert— 
1996/97 and Compilation and Review Alert—1996/97, which may be 
obtained by calling the AICPA Order Department at the number be­
low.
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